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THE DEVELOPMENT AREAS 



A PROPOSAL FOR A REGIONAL EMPLOYMENT PREMIUM 

Studies carried out by the Departments concerned with the problems of the 
Development Areas in Great Britain, and with the system of selective employ- 
ment payments, in accordance with statements made by the Chancellor of the 
Exchequer, have led to a proposal that a regional employment premium for 
manufacturing industry in the Development Areas should be introduced into 
this system. The economic case for this proposal, and other considerations 
which have to be taken into account, have been set out in a memorandum which 
the Government have sent to the National Economic Development Council and 
to the Economic Planning Councils in Scotland, Wales and the English regions 
for their comments. The text of this memorandum is now published as a basis 
for public discussion and further consultation. The memorandum does not deal 
with certain other aspects of the selective employment tax which have been 
under review and on which the Government’s decisions will be announced 
separately. 

5th April, 1967. 
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THE DEVELOPMENT AREAS 

A PROPOSAL FOR A REGIONAL EMPLOYMENT PREMIUM 
The Problem of the Development Areas 

1. In the space of two generations there have been massive changes in the 
way that people in Britain earn their living. A great shift has taken place from 
working on the land and from the older industries, while whole new industries — 
the motor industry, aircraft, plastics, electronics, oil refineries and so on — have 
grown up. There has also been a long-term growth in the numbers engaged in 
most service occupations. 

2. Before the first World War there were nearly one and a half million people 
in agriculture (and still about a million in 1939) but to-day there are 750,000, 
including those self-employed in agriculture. There were well over a million men 
in coal-mining; to-day there are only half as many. 

3. The impact of these changes has varied between regions, and the factors 
determining the structure of industry in any region are complex. But a general 
feature of the Development Areas, as they are now called, is that they have been 
particularly dependent on some of the industries with contracting employment, 
and their share in the new and fast-growing industries has so far been barely 
enough to compensate for this contraction. As a result, unemployment within 
the Development Areas has been substantially worse than the national average 
for a long period. There is a roughly similar situation, and a still higher level 
of unemployment, in Northern Ireland. 

4. Coal-mining is an outstanding case where the brunt of the decline has 
been borne by the Development Areas. Shipbuilding, the railways and the 
manufacture of rolling stock are among the other industries now employing far 
fewer men than in the past in some of the Development Areas. This situation 
reflects not only changes in demand but also great advances in productivity, as 
a result of which fewer men are needed to meet a given demand. 

5. These changes have not yet worked themselves out. The figures in Table 1, 
while not comprehensive, illustrate the problem in the three regions where 
unemployment has been highest. 



Table 1 

(Figures to nearest thousand) 





1950 


1959 


1966 


Total insured employees in agriculture, mining 
and ship-building m Scotland, Wales and the 
Northern Region 


767,000 


706,000 


466,000 



6. Thus, to take Scotland, Wales and the Northern Region alone, they have 
lost 300,000 jobs in agriculture, mining and ship-building in 16 years — a decline 
of 8 per cent from 1950 to 1959, and a further and more severe decline of 34 per 
cent from 1959 to 1966. In spite of this, these three industries still account for 
over 1 1 per cent of employment in all the Development Areas, as compared with 
5 -4 per cent for the whole of Great Britain. The Development Areas therefore 
remain particularly vulnerable to any further shrinkage in the numbers needed 
by this group of industries. 
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7. Unemployment in these regions would have been more substantial than it 
has but for the outward migration which has taken place. Over the period 1955 
to 1964, outward migration of employees from Scotland, Wales and the 
Northern Region, taken together, exceeded inward migration by 200,000. Their 
population nevertheless rose, because of natural increase; and employment also 
grew, but only by 3 per cent as compared with the national average of 8 per cent. 
An appreciable improvement would be needed in the number of new jobs 
created in order to make full use of the available labour resources of these 
regions together with a reduction in net migration. 

8. The problem of the structure of industry in particular regions of high 
unemployment has been set out in detail in a number of reports over a period 
of years, including the White Papers on the North East and on Central Scotland 
in 1963 (Cmnd. 2206 and Cmnd. 2188); the White Paper on the Scottish 
Economy in 1966 (Cmnd. 2864); the Northern Economic Planning Council’s 
report which was published in October 1966 under the title “ Challenge of the 
Changing North”; and a report on Economic Development in Northern 
Ireland in 1964 (Cmd. 479 published by H.M.S.O., Belfast). 

9. Limited remedies were first attempted between the two world wars. From 
1945 onwards successive Governments have set themselves systematically to 
promote employment in new or expanding enterprises in the problem areas. 
The boundaries of the areas selected for attention have varied over the years, 
and a wide range of measures has been used including, for instance, special help 
for industrial training and for public services needed by industry. But there have 
been three main instruments. First, there have been programmes of assistance 
for private capital investment in the areas of high unemployment. Second, there 
has been direct investment in factory building by the Government itself. Finally 
there has been the control of new projects by the system of industrial develop- 
ment certificates, now reinforced by building controls and by the requirement of 
office development permits in the Midlands and the South East; an object of 
these controls is to help in steering projects to the Development Areas. 

10. The present Development Areas, and the present system of investment 
incentives, were established under the Industrial Development Act of 1966. 
Reflecting the present Government’s broad regional approach to the problem, 
the Development Areas now comprise most of Scotland and Wales, the Northern 
Planning Region, Merseyside and most of Cornwall and North Devon. Details 
of these areas were specified in the Schedule to the Development Areas Order 
1966, which is reproduced at the end of this paper, and a map showing their 
boundaries appears in these pages. 

1 1 . The Development Areas now account for roughly 20 per cent of employ- 
ment in manufacturing industry in Great Britain, and for about the same 
percentage of total employment. In addition to the areas of high unemployment, 
they include some parts of Britain, such as the Scottish Borders and mid-Wales, 
which have experienced a high level of net outward migration — reflecting in 
part lack of diversified employment opportunities rather than high unemploy- 
ment. 

12. The policies developed since the war, in conjunction with private initiative 
and effort, have led to the establishment and expansion of many major projects 
in the Development Areas — chemical plants, synthetic fibre factories, motor 
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works, to name a few — and a whole host of other enterprises. The industrial 
climate of the Development Areas is being transformed. In spite of this, and 
because the contraction of the older industries has gone on side by side with the 
growth of the new, since the war and up to 1966 unemployment rates in what 
are now the Development Areas remained in general at something like twice 
the national average. Table 2 sets out figures illustrating this point for the years 
1959-1966. These are figures of “wholly unemployed, excluding school- 
leavers ” which for many purposes give a closer indication of the underlying 
trend than do figures of total unemployment, including those who are not work- 
ing because of temporary stoppages and school-leavers who have not yet started 
work. As statistics relating to the present Development Areas were not compiled 
before 1966, the figures for earlier years have been estimated so as to provide 
a true comparison with those for 1966. 



Table 2 

UNEMPLOYMENT RATES (wholly unemployed) 1959-1966 
Annual Averages— percentages 





Great 

Britain 

a) 


Development 

Areas 

(2) 


Rest of 
Great 
Britain 

(3) 


Difference 
between 
Development 
Areas and 
Rest of 
Great Britain 
(2)-(3) 


1959 . . 


2-0 


3-8 


1 -6 


2-2 


1960 . . 


1-5 


3-2 


1 -1 


2-1 


1961 . . 


1 -3 


2-8 


0-9 


1 -9 


1962 . . 


1 -8 


3-6 


1 -3 


2-3 


1963 . . 


2-2 


4-4 


1 -6 


2-8 


1964 . . 


1 -6 


3-5 


1 -1 


2-4 


1965 . . 


1 -3 


2-8 


0-9 


1 -9 


1966 . . 


1-4 


2-7 


1 -1 


1 '6 



13. The problem of regional imbalance is not at all unique to Britain. Nor 
are these figures of regional unemployment extremely high as compared with 
some periods in the past or with some countries or regions overseas at the 
present time. But forced unemployment for any length of time has destructive 
effects on those who experience it, quite apart from its consequences for the 
economy. Moreover, the level of unemployment in some of these regions has 
been accompanied by net outward migration which is widely regarded as 
exceeding the degree of geographical mobility of labour which is socially and 
economically desirable. There is therefore every reason for wanting to reduce 
this disparity in economic activity between the Development Areas and the rest 
of Britain. 



Recent Developments 

14. Under the Industrial Development Act, 1966, cash grants were introduced 
in place of certain tax allowances for capital expenditure on plant or machinery 
used in the manufacturing, extractive and construction industries in the private 
sector and in scientific research related to those industries ; the grant scheme 
also covers capital expenditure on computers, ships, hovercraft and mining 
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works. The standard rate of grant for all these items is 20 per cent; as a tem- 
porary measure this has been increased to 25 per cent for expenditure incurred 
in 1967 and 1968. In order to maintain a greater incentive to investment in 
Development Areas, the rate of grant for eligible plant or machinery, mining 
works and certain computers was fixed at 40 per cent; and this Development 
Area rate of grant has been increased to 45 per cent for expenditure incurred in 
1967 and 1968. In contrast with the plant and machinery grants previously 
available in the development districts, the new investment grants are not 
dependent on the provision of additional employment. The fact that investment 
grants (unlike the tax allowances which they replace) do not depend on the level 
of profits of a firm can also be of particular assistance to new enterprises set up 
in Development Areas. The Exchequer expenditure involved in the extra 20 per 
cent on the grants for Development Area investment is about £40 million a year 
at current rates of investment. 

15. Further important assistance is given under the Local Employment Acts 
for projects which are expected to provide new jobs in Development Areas. This 
employment-linked assistance (as distinct from investment grants, which are 
given irrespective of the employment created) may take a number of forms — 
general-purpose loans or grants; grants for buildings or for adaptions or 
extensions to buildings; or the provision of Government-built factories for 
sale or rent at advantageous terms. Any project providing employment in the 
Development Areas can be considered for these loans and grants, subject to 
the recommendation of an independent Advisory Committee. The Board of 
Trade’s ability to offer assistance has been extended both by a widening of the 
range of inducements under the Industrial Development Act and by the intro- 
duction of the wider development areas, and it is anticipated that the Depart- 
ment may spend over £50 million on these programmes in the year 1967-68. 

16. Since the Government’s measures of economic restraint of July 1966, the 
relative position of the Development Areas as a whole, as reflected in the unem- 
ployment figures, has not developed so unfavourably as in previous periods of 
restraint. There are indications that the intensified regional policies of recent 
years are having an increasing effect, and that a higher proportion of total new 
industrial investment is going to the Development Areas. This is suggested by a 
recent shift in the balance between the Development Areas and the rest of the 
country in approvals given for industrial building. This trend has still to produce 
its full effects, as have the most recent measures under the 1966 legislation. 
Even though there will be a further and not wholly predictable run-down in the 
older industries, which has to be set against the new employment resulting from 
these measures, progress in narrowing the gap between the regions can be hoped 
for over the next few years. Nevertheless, on a careful assessment of the pros- 
pects, it is impossible to foresee with confidence more than a limited reduction 
in the disparity in unemployment levels between the Development Areas and the 
rest of Britain, or a growth in employment fast enough to cut down migration 
from the Development Areas to a great extent. Therefore, even though it is only 
a short time since the new measures in the Industrial Development Act gained 
the force of law, there is a case for considering further action which might 
contribute towards closing the gap more quickly. 

17. Such action might consist of an intensification of existing measures to 
promote employment in the Development Areas, which would be a matter for 
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decision and administration by the responsible Ministers and Departments. Or 
it might also take the form of a new departure along quite different lines, if a 
workable and acceptable measure were to present itself. It is under this head 
that the proposal discussed below has been worked out for consideration. 

The Proposal for a Regional Employment Premium 

18. The essence of the proposal is that the existing grants and other assistance 
for capital investment should be supplemented for a period of years by payments 
towards the labour costs of manufacturing industry in the Development Areas. 
The administrative machinery for this is already available as a result of the 
Selective Employment Payments Act 1966. Under this Act an employer who 
has paid Selective Employment Tax on employees in a manufacturing establish- 
ment can receive a premium consisting of the amount of tax paid plus a sum 
of 7s. 6d. a man per week, with smaller sums for women, girls and boys. The 
new proposal for consideration is that, where the establishment is in a Develop- 
ment Area, the employer would receive an extra premium in the range of £1 to 
£2 a man per week for the duration of the scheme, with appropriately smaller 
amounts for women, girls and boys. The rates for part-time workers would have 
to be considered. In what follows, the term regional employment premium is 
used for these proposed extra payments. 

19. Payments on this basis would be equal to about 5-10 per cent of labour 
costs. If one took a figure midway in this range for purposes of illustration, the 
total payments of regional employment premium for manufacturing establish- 
ments in the present Development Areas would be roughly £100 million a year. 

20. Legislation would be needed, and some adjustments would naturally 
have to be made to the Ministry of Labour’s existing administrative arrange- 
ments for making selective employment payments. However, provided that the 
regional employment premium was confined to those categories of employers 
in Development Areas who already receive the manufacturer’s premium, there 
should be no major difficulty from the point of technical feasibility and no 
substantial increase in administrative costs. 

21. The remainder of this paper sets out the economic case in favour of the 
proposed regional employment premium; discusses some of the counter- 
arguments; and goes on to explore some of the other questions which would 
have to be considered, including the geographical scope of the premium, its 
industrial effects, and some problems arising within the Development Areas. 

The Economic Case 

22. The economic case for the proposal rests on three main propositions : — 
First, that the efficient management of the economy and the optimum 

use of manpower require major new measures to be taken to produce a 
more even distribution of industrial development as between the different 
regions, and as a result to secure a further substantial narrowing of the 
unemployment gap between the Development Areas and the rest of Britain ; 

Second, that the proposed regional employment premium would have 
this effect over a period of years, and that there are no practicable alterna- 
tives which by themselves could be expected to do so on the same scale; 
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Third, that — provided these payments are confined to manufacturing 
industry in the Development Areas — their effects on the pressure of 
demand and the balance of payments will not be such as to require off- 
setting taxation to release resources for the subsidy. 

23. Let us look in more detail at each of these arguments in turn. 

Do we need it? 

24. For most of the time since the war manpower has been a scarce com- 
modity in Britain as a whole. If it has been in surplus supply in the Development 
Areas, that is because of the uneven distribution of demand for labour. When 
the level of national economic activity has been relatively high, the pressure of 
demand for labour in the centres of maximum employment, especially the South 
and the Midlands, has built up from time to time to very high levels, with 
consequent and well-known inflationary effects and damage to the balance of 
payments. Even at these times the degree of unemployment in the Development 
Areas has represented a waste of scarce human resources. When action has 
become imperative to restrain the pressure of demand in the areas of high 
employment — and because this has involved measures affecting the whole 
economy — then unemployment in the Development Areas has been pushed up 
to an extent which has not proved acceptable for any length of time. This has 
led to a reaction against the measures of restraint and to pressure for relaxations. 

25. In the next ten years the number of people of working age is not going 
to change appreciably, while the number of dependants will increase. There will 
therefore be an even greater need for the nation to make use of its full potential 
labour force. But the scope for doing this, without a recurrence of the conditions 
of excess demand which have led to balance-of-payments difficulties in the past, 
will be limited unless a more even distribution of the demand for labour through- 
out the country can be achieved. The more even the demand for labour, the 
higher can be total national employment without inflationary consequences and 
without prejudicing the balance of payments. 

Would it work? 

26. The regional premium payments would be designed to produce this effect 
by reducing the labour costs of manufacturing industry in the Development 
Areas, thus making it more competitive and enabling it over a period of time 
to increase its relative share of the total output of manufacturing industry in 
Britain. For tins, it would be essential that the premium payments should go 
primarily into reducing costs and prices rather than into extra wage increases. 
This gain in competitiveness would put existing manufacturers in the Develop- 
ment Areas in a position to increase output and employment, while other firms 
would have an additional inducement to set up there. National firms with bran- 
ches both in the Development Areas and in the rest of the country would have 
an incentive to expand production in the former. In the longer run these 
developments could have a cumulative effect in generating faster economic 
growth in the Development Areas, and the service industries there would also 
stand to benefit from the secondary effects of the measure. It should also in time 
lead to a reduction in the net outward migration from the Development Areas. 

27. The proposal is not advanced as a short-term contracyclical measure. 
Though there should be some immediate impact, on the whole it is believed that 
the effects in the very short-term would be rather limited. But over a period of, 
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say, 3-5 years it could narrow the unemployment gap very substantially. Any 
estimate on this point is bound to be highly speculative but, subject to this 
important reservation, examination suggests that, with a premium of the size 
indicated in paragraph 18, the average disparity between unemployment in the 
Development Areas and the country as a whole might be reduced by something 
like one half over a period of years, over and above the degree of success 
expected from existing programmes. The speed at which this improvement took 
place would depend, among other things, on the extent to which the increase 
in output in the Development Areas required additional investment to go with 
the employment of additional labour. 

28. The proposed assistance towards labour costs would act in conjunction 
with the existing incentives to capital investment. It would help to meet the 
criticism which is sometimes levelled against special regional investment 
incentives that, in the absence of assistance towards labour costs, they tend to 
tip the balance in favour of locating capital-intensive projects in areas of labour 
surplus rather than in areas of labour shortage. The investment grants by 
themselves could not be further raised to produce an additional stimulus 
comparable with the effect of the proposed employment premium — if only 
because the total of capital expenditure capable of attracting grant is much 
smaller than the labour costs which would attract employment premium. In 
manufacturing industry the annual wage and salary bill is about five times the 
total annual investment and about seven times the annual investment in 
machinery. 

Duration and Amount 

29. The regional employment premium is not put forward as a permanent 
new feature of regional policies, but it would not be worth while, nor effective 
as an inducement to new industry, unless some assurance could be given that 
it would continue for a period of years. This should be such as to allow time 
not only for the premium to be fully reflected in the performance of existing 
Development Area factories, but also for new factories to be built in the 
Development Areas with an assurance of premium for a reasonable pay-off 
period. On this basis, if the scheme were put into effect, it should be with the 
intention of maintaining it for not less than, say, five years. The objective 
would be to taper the arrangements off and eventually eliminate them when the 
present disparities have been substantially reduced and their recurrence need 
no longer be feared. (The question of winding up the premium arrangements 
is discussed further in paragraph 40.) 

30. The size of the regional premium should ideally be determined at what- 
ever figure was judged likely to be most effective in reaching this goal within 
this kind of time span. In practice a figure at the upper end of the range of 
£1 to £2 a man per week, which was mentioned earlier on, would probably be 
regarded as excessive. But, if the figure were whittled down too far, it might 
still raise all the practical issues which a decision in favour of the scheme would 
entail without holding out the same promise of a major advance in regional 
policies. 

Paying for the Premium 

3 1 . The way is now clear to consider the final proposition which completes 
the case for the proposal on economic grounds. This concerns the financing of 
the premium. The regional premium will, of course, have to be paid for in the 
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sense that the Exchequer will have to provide funds for the scheme and account 
for them as it must do for all programmes of Government expenditure, old or 
new. But this in itself does not determine the question whether additional 
taxation would have to be raised specifically to finance the regional premium. 

32. Any subsidy tends to increase demand and output. In the normal way, 
unless the situation was ripe for an increase in total demand on resources 
including imports, it would be necessary, other things being equal, to consider 
financing any new grant payments by taxation or by some other means (such 
as a cut in other expenditure) which would produce an offsetting reduction in 
demand and thus free resources for the purpose. 

33. But there are strong grounds for holding that this would be an excep- 
tional case in which special measures to finance the scheme by taxation would 
not be necessary. These arguments are inherent in the very case for a regional 
employment premium for manufacturing industry, because it is part of this 
case that the rise in demand and output in the Development Areas would be 
accompanied by some shift in demand and output away from the rest of Britain. 
Although it is believed that the combined effect would be a net increase in the 
national product, there should be some slackening of pressure of demand for 
labour in the South and Midlands which would mean that this could occur 
without an inflationary chain reaction. Provided that the premium was confined 
to the manufacturing sector, it is believed that the net effect on imports and 
exports produced by the changes in demand and output in the Development 
Areas on the one hand, and in the rest of Britain on the other, should not 
involve any worsening in the balance of payments. 

34. On this analysis — in which once again the assumption is implicit that the 
premium payments would not be swallowed up by extra wage increases — then 
neither balance-of-payments considerations nor the need to contain the pressure 
of demand would require taxation or other measures specifically to finance the 
extra premium in the Development Areas. Indeed, to the extent that the scheme 
succeeded in helping to produce a more even distribution of employment, thus 
making possible a lower national unemployment rate, it might in time enable 
the general level of taxation to be lower than it would have been in the absence 
of the scheme. 

35. It must be stressed that this analysis does not hold good for other 
measures which are designed to increase employment in the Development 
Areas but which do not have a similar direct effect on manufacturing costs and 
on the distribution of demand. For instance, it could certainly not be argued 
that higher expenditure on investment in the Development Areas need not be 
accompanied by arrangements for extra financing or that, if they were not so 
accompanied, damage could be avoided to the balance of payments. 

Some Counter-Arguments 

36. Clearly there is room for differences of judgment on a number of points 
in the analysis thus far. Some of these are considered briefly below, but no 
attempt is made to cover in advance all the ground which is likely to be gone 
over in detailed discussion of the issues. 

37. First, the premise that a radical new approach is needed may be ques- 
tioned. It may be argued that, when the present period of readjustment is over, 
a progressive improvement in the economic position of the country as a whole, 
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combined with a relative improvement in the Development Areas as a result of 
existing programmes, will result in employment levels which would reduce the 
necessity for major new discriminatory measures. The economic case for the 
premium proposal does not, however, stand or fall by the prospect of any 
particular unemployment figures since, whatever the precise figures, a more 
even distribution of unemployment would secure a fuller use of total manpower, 
and would make it that much the more possible to run the economy at a lower 
total unemployment rate without overheating in the Midlands and the South 
and the consequent chain reaction affecting cost levels and the balance of pay- 
ments. 

38. Next, it may be argued that the economic advantages of the scheme to 
the country would at least in part be offset by encouraging the siting of industry 
in locations where its gross costs (before receipt of the premium payments) 
might be permanently higher. If there is validity in this point, it must arise in 
connection with any effective measure, existing or new, to steer industry to the 
Development Areas. It is, of course, a question of balancing the costs against 
the benefits, including the gain from bringing otherwise idle manpower into use, 
from a national point of view. In the case of the proposed regional premium, 
the upper limit on the differential costs of firms which might be induced by this 
scheme to go into the Development Areas would be represented by the amount 
of the premium payments; otherwise the premium would not be sufficient to 
induce them to move. The benefits to be set against these costs would include 
the gain to the management of the economy, which cannot be quantified, and 
the net addition to national employment and output. The premium proposal is 
based on an assessment that on both counts there would be a substantial balance 
of advantage to the country as a whole. 

39. It may be argued that the foregoing discussion does not take adequate 
account of the importance of a continued flow of manpower through migration 
into the more favourable locations for industry, and of the brake which would 
be placed on expansion there if this flow were substantially reduced. But there 
are a number of factors to be set against this; quite apart from the problems 
involved in the disruption of families and the settlement of the workers who have 
to move into already congested areas, a serious loss can be inflicted on the areas 
losing manpower, where outward migration may fail to reduce unemployment 
and may even increase it. For the loss of population can result in a reduction in 
local demand and the process of decline may tend to be cumulative. 

40. Nevertheless, the point may still be made that, if Development Area 
firms were competitive from a commercial point of view only with the assistance 
of the regional premium, this could create serious difficulties when the time 
came to reduce or remove the premium. There is, of course, no inherent reason 
why Development Area enterprises, once fully launched, should not make their 
own way without continuing assistance. The question raised is whether a margi- 
nal increase in output which owed its existence to the premium in the first 
instance would be able to survive curtailment of the premium. Clearly there is 
a problem here, but the premium proposal has been put forward in the belief 
that it can be substantially overcome by the gains in productivity which should 
follow from a faster rate of development and a higher throughput. Moreover, 
it is not unrealistic to expect that the operation of the premium for, say, five 
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years, together with continuation of existing regional measures, should improve 
the structure of industry and raise the level of economic activity in the Develop- 
ment Areas to an extent which would make them much more capable of adjust- 
ment to change. 

41. Finally, the realism of the assumption that the premium payments would 
go primarily into improving the competitive position of Development Area 
manufacturers, and not be dissipated in wage increases, may be questioned. 
However, against the background of the relatively large unused labour resources 
in the Development Areas, there should be room for an appreciable rise in the 
demand for labour in those areas without causing excessive pressure on wage 
levels. Moreover, both sides of industry would have a responsibility to co- 
operate in ensuring that the object of the scheme — a reduction in labour costs — 
was not frustrated. It would be equally essential that this reduction in labour 
costs should be reflected in more competitive prices; experience suggests that 
in fact reduced costs are generally reflected in lower prices over a period of time. 

Geographical Scope of the Scheme 

42. The present Development Areas were announced in the White Paper on 

Investment Incentives in January 1966 (Cmnd. 2874). They were determined by 
the Board of Trade in accordance with the provisions of the Industrial Develop- 
ment Act, 1966, which state that the Development Areas “shall be those parts 
of Great Britain where, in the opinion of the Board, special measures are 
necessary to encourage the growth and proper distribution of industry ; and in 
exercising their powers the Board shall have regard to all the circum- 

stances actual and expected, including the state of employment and unemploy- 
ment, population changes, migration and the objectives of regional policies”. 

43. Under this legislation it is possible to make orders adding places to the 
initial list of Development Areas, or taking them off the list. These powers have 
not yet been used and the proposal for a regional employment premium has 
been worked out on the basis that it would be introduced in the Development 
Areas as they are now, or with only limited boundary adjustments in exceptional 
cases, being designed to reinforce the existing measures of assistance for the 
Development Areas. 

44. Because the regional employment premium would substantially increase 
the extent of the preferential treatment accorded to the Development Areas, it 
would inevitably lead to increased representations for similar treatment on 
behalf of other areas. But it would not be possible to satisfy demands for a 
substantial extension of the Development Areas without diluting the preference 
for the existing Development Areas and reducing the effectiveness of the 
scheme in remedying their special problems. This is a difficulty which will have 
to be taken into account in reaching a decision on the proposed regional employ- 
ment premium. 

Industrial Effects 

45. Similarly it will be necessary to take into account the implications for 
the productivity and efficiency of industry in the rest of Britain, as well as in 
the Development Areas. It must be recognised that the advantages of the 
premium for manufacturing industry in the Development Areas would have, 
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as the opposite side of the coin, some relative disadvantage for manufacturing 
industry in other areas. The effects would vary from industry to industry and 
from case to case. In some industries production is largely concentrated in 
particular parts of the country, so that the Development Areas and other 
regions are hardly in competition. In other cases there are firms with establish- 
ments both inside and outside the Development Areas. But there would be cases 
where, to the extent that the regional premium enabled industry in the Develop- 
ment Areas to increase its share of the market, industry elsewhere would tend 
to have a reduced share — though in the longer run economic activity in these 
other areas would benefit if a more even distribution of employment enabled the 
country to run with a lower national unemployment figure, which would mean 
a bigger total domestic market. 

46. The potential effects on industry generally outside the Development 
Areas should not be exaggerated. No more is claimed for the proposed regional 
premium than that it should reduce the above-average unemployment, without 
wholly eliminating it, in 20 per cent of the country — measured in terms of 
manufacturing employment — in which case the obverse effects spread over the 
remaining 80 per cent of the country would be correspondingly limited. Never- 
theless this is clearly another factor which will have to be carefully weighed. 



Problems within the Development Areas 

47. Within the Development Areas, the proposed regional premium would 
accentuate the present differentiation between manufacturing establishments 
which already attract the existing selective employment premium and, on 
the other hand, those establishments which bear selective employment tax 
without refund. This, too, may well be regarded as a point of difficulty, though 
in fact all economic activity in the Development Areas would stand to benefit 
indirectly through the increased prosperity which the regional employment 
premium would be designed to generate. 

48. This increased differentiation might lead to renewed suggestions that 
refunds of selective employment tax should be paid in respect of employment 
in the service industries in the Development Areas. But a main object of intro- 
ducing this tax was to broaden the tax base by selective imposition of the tax 
on the service industries, which are not subject to the purchase tax and revenue 
duties levied on the output of manufacturing industries. It would be difficult 
to accept that there should be a narrower tax base in the Development Areas. 
The incidence of the tax on the Development Areas taken together is much the 
same as on the country as a whole, and there do not seem to be any strong 
grounds for criticisms that the tax runs counter to the Government’s general 
regional policies. A wide range of economic activity in the Development Areas 
should benefit directly or indirectly from measures of assistance to manufac- 
turing industry ; to pay refund of selective employment tax in respect of service 
activities in the Development Areas would involve further large amounts 
without contributing to economic growth in the Development Areas on a 
comparable scale. The basic economic reason for this is that the market for 
most services is to a large extent a local one, and refund of the tax for service 
establishments in the Development Areas would give them little competitive 
advantage over services in other parts of Britain or abroad — retailers in Glasgow, 
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for instance, are not in direct competition with retailers in Birmingham or over- 
seas. The payments of refund to service establishments, unlike the premium 
payments to manufacturers, would not add significantly to real output in the 
Development Areas, but would add to purchasing power in those areas ; part 
of this would be spent on the products of other areas and on imports, and these 
effects on demand and the balance of payments might require some offsetting 
increase in taxation. Apart from these economic arguments, the registration for 
refund of all service establishments in the Development Areas would add sub- 
stantial administrative complexity to the arrangements. 

49. The Development Areas include some parts where an exceptionally small 
proportion (from 10 per cent to 15 per cent) of the total number of employees 
are in manufacturing industry. The South West Development Area — -which 
covers only a part of the South West administrative region — the Scottish High- 
lands and Islands, mid-Wales and North West Wales are in this category. A 
high proportion of employment in these sub-regions is in agriculture and other 
occupations which attract refund of selective employment tax, and a further 
proportion of the working population is self-employed and therefore does not 
pay the tax. Nevertheless, although statistics of the incidence of the selective 
employment tax are not compiled on a sub-regional basis, it is clear that the 
net yield of the tax as a percentage of the wage and salary bill must be rather 
higher in these sub-regions than it is either in Britain as a whole or in the 
Development Areas as a whole. 

50. It does not follow that the considerations set out earlier on against relief 
from the tax for service industries in the whole of the Development Areas have 
any the less force with regard to these sub-regions, and it is equally doubtful 
whether their special problems would be nearer a solution as a result of such 
reliefs. What is true, of course, is that the proposed regional employment 
premium would not provide a solution in these sub-regions (though they would 
'share with the rest of the Development Areas the additional inducement for 
the establishment of new manufacturing projects) any more than the existing 
selective employment premium does. But it would not be a reasonable criticism 
of either the existing arrangements or the proposed new premium, both designed 
to help growth in manufacturing industry, that they do not do the job which 
they are not meant to do of promoting development in parts of the country 
where the proportion of manufacturing industry is low and cannot be rapidly 
increased. 

51. It is more constructive to look at the problems of these areas with a 
view to making the most of the kind of resources and potentialities which they 
do possess. This is precisely the role of the Highlands and Islands Development 
Board, which is engaged in an expanding programme for the development of 
tourist facilities and other enterprises. The potential of other primarily rural 
parts of the Development Areas throughout the country, including the scope 
for further encouragement of the facilities for tourism, is being carefully 
examined by the Departments concerned. 

Northern Ireland 

52. In Northern Ireland collection of the selective employment tax and the 
premium and refund arrangements are the responsibility of the Northern 
Ireland authorities, as are the various programmes for industrial development. 
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It is to be expected that, if regional employment premium were introduced in 
the rest of the United Kingdom, the Northern Ireland Government would wish 
to apply similar arrangements to manufacturing industry there. If it proved 
difficult to accommodate this measure within the existing financial arrangements 
between the Exchequers of the United Kingdom and Northern Ireland, it can 
be assumed that there would be consultation on this point. 

Conclusion 

53. To sum up, this memorandum has set out the case on economic grounds 
for believing that the operation of a regional employment premium for a period 
of years in the Development Areas, at a rate probably within the range of £1 to 
£2 a week per man in manufacturing establishments, should help to bring about 
a substantial reduction in the disparity between unemployment there and in the 
rest of Britain, and accelerate the progress in this direction which is hoped for 
from the development of existing programmes. Clearly a more even distribution 
of employment would represent a great gain in the management of the economy 
and the fuller use of manpower. At the same time, the scheme would involve a 
heightened differentiation between different parts of the country and the 
industries in them, and the report has indicated some points of difficulty which 
would arise on that account. 

54. In economic affairs there can hardly ever be a course of action — whether 
it involves intervention or refusal to intervene — which is free from drawbacks. 
It is for the Government to decide whether the balance of advantage for the 
nation would justify them in submitting a proposal for legislation to Parliament. 
Consultation and public discussioi} will not cause real points of difficulty to 
disappear, but they should lead to better understanding of the issues and they 
will enable the Government to take reactions to the proposal into account. 
Consultation with both sides of industry will also be important in ensuring that, 
if the suggested regional employment premium is introduced, it goes forward 
in a way best designed to achieve the objectives of improving the competitive 
position of manufacturing industry in the Development Areas, with a consequent 
raising of their levels of employment and rates of economic development. 
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SCHEDULE 
Development Areas 

The following are the areas described in the Schedule to the Development Areas 
Order, 1966. 

1 . The Scottish Development Area consisting of the employment exchange areas 
of Scotland except those of Edinburgh, Leith and Portobello. 

2. The Northern Development Area consisting of the employment exchange 



areas ot : — 

Alnwick 

Amble 

Appleby 

Ashington 

Aspatria 

Barnard Castle Group 
(Barnard Castle and Middleton in 
Teesdale) 

Barrow-in-Furness Group 
(Barrow-in-Furness and Dalton-in- 
Furness) 

Bedlington 
Berwick-upon-Tweed 
Bishop Auckland Group 
(Bishop Auckland, Evenwood, 
Crook and Shildon) 

Blyth 

Carlisle Group 
(Brampton and Carlisle) 
Chester-le-Street Group 
(Birtley, Chester-le-Street and 
Houghton-le-Spring) 

Consett 

Darlington Group 
(Aycliffe and Darlington) 

Durham 

Grange-over-Sands 

Guisborough 

Haltwhistle 

Hartlepool Group 
(Hartlepool and West Hartlepool) 

Haswell 

Helmsley 

Hexham 

Horden 

Kendal 

Keswick 

Loftus 

Malton 

Millom 



Morpeth 

Northallerton 

Penrith 

Pickering 

Prudhoe 

Richmond 

Saltburn 

Scarborough 

Seaham 

Seaton Delaval 

Spennymoor 

Stanley Group 
(Lanchester and Stanley) 

Stokesley 

Sunderland Group 
(Pallion, Southwick, Sunderland and 
Washington) 

Tees-side Group 

(Billingham, Middlesbrough, Red- 
car, South Bank and Stockton and 
Thomaby) 

Thirsk 

Tyneside Group 

(Blaydon, East Boldon, Elswick, 
Felling, Gateshead, Jarrow and 
Hebbum, Newbum, Newcastle 
upon Tyne, North Shields, South 
Shields, Walker, Wallsend, West 
Moor and Whitley Bay) 

Ulverston 

Whitby 

Whitehaven Group 
(Cleator Moor and Whitehaven) 

Wigton 

Windermere 

Wingate 

Workington Group 
(Cockermouth, Maryport and 
Workington) 
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3. The Merseyside Development Area consisting of the employment exchange 
areas of : — 



Birkenhead Group Neston 

(Bebington, Birkenhead and Prescot 

Wallasey > Runcorn 

Ellesmere Port st . Helens 

Hoylake Widnes 

Liverpool Group 



(Bootle, Crosby, Garston, Kirkby, 
Liverpool, Old Swan, Regent 
Road (Liverpool) and Walton) 



4. The Welsh Development Area consisting of the employment exchange areas 
of Wales and Monmouthshire except those of Abergavenny, Cardiff Group (Barry, 
Bute Docks, Cardiff, Llantwit Major and Penarth), Chepstow, Colwyn Bay, Cwmbran, 
Llandudno, Monmouth, Newport Group (Newport and Newport Docks), Rhyl, and 
Shotton Group (Buckley, Flint, Holywell, Mold and Shotton). 

5. The South Western Development Area consisting of the employment exchange 
areas of : — 

Barnstaple 
Bideford 
Bodmin 
Bude 
Camelford 
Falmouth 
Helston 
Ilfracombe 
Launceston 
Liskeard Group 

(Liskeard and Looe) Wadebridge 



Note : — Firms in Skelmersdale New Town and Winsford Urban District will also 
be eligible for Development Area benefits as if they were included in the Merseyside 
Development Area, by virtue of Section 15(6) of the Industrial Development Act. 



Mevagissey 
Newquay Group 
(Newquay and Perranporth) 
Penzance Group 

(Penzance, St. Ives, St. Just-in- 
Penwith and St. Mary’s (Isles of 
Scilly)) 

Redruth Group 

(Camborne, Hayle and Redruth) 

St. Austell 
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